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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Maureen Arnold. My business address is 3033 N. 3'' Street, 

Phoenix, Arizona. 

WHAT IS YOUR POSITION WITH QWEST AND WHAT ARE YOUR 

RES PO NSI BI LIT1 ES? 

As the Director of Regulatory Matters, I am responsible for all regulatory activity 

for the state of Arizona. 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND WORK EXPERIENCE? 

I have a Bachelor of Science Degree from the University of New Mexico and a 

Masters of Business Administration from Webster University. In 1972 I began 

my career with C&P Telephone in Washington, D.C. I transferred to 

Albuquerque, New Mexico in 1975 and began working for Mountain Bell (now 

Qwest Corporation). I held various positions in the customer services area until 

1985. Since 1985, I have held several positions in Regulatory Affairs in New 

Mexico and Arizona. I have been in Arizona Regulatory Affairs since 1993. 

HAVE YOU PREVIOUSLY APPEARED BEFORE THIS COMMISSION AS A 

WITNESS IN REGULATORY PROCEEDINGS? 

Yes. I testified in Docket No. U-3021-96-448 et. al. (Interconnection Service 
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Measurements), Docket No. T-1051-97-0689 (Qwest Depreciation Rates), 

Docket No. T-01051 B-99-0737 (Sale of Assets to Citizens), and Docket No. T- 

01 051 B-99-0497 (Qwest Merger). 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to provide the Commission with an overview of 

the proposed settlement (the “Proposed Settlement”) agreed to by Qwest 

Corporation (“Qwest”) and Commission Staff and to describe how the Proposed 

Settlement is in the public interest. The formal documentation of the Proposed 

Settlement is attached as Exhibit MA-1. Qwest witness George Redding will 

testify concerning certain financial attributes of the Proposed Settlement 

including the determination of fair value upon which the Proposed Settlement is 

based. Staff witness Harry Shooshan Ill will discuss the specifics of the price 

cap plan, which is based on the proposal contained in his direct testimony. 

PLEASE DESCRIBE THE PROPOSED SElTLEMENT. 

The Proposed Settlement consists of several elements. Qwest and Staff have 

agreed to a price plan (the “Price Plan”) which has been structured to be forward 

looking and to provide an effective transition from pure rate of return regulation 

to a regulatory environment in which competitive markets determine price and 

service offerings. The rate design contained in the plan includes increases to 
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directory assistance and private line services, decreases to a number of 

services, and no increase on basic residence and business rates. The specific 

rate changes to be made as part of the Proposed Settlement are identified in 

Attachment B to the Agreement. 

I) 

Under the Price Plan, Qwest's services will be divided into three baskets of 

services. Each of these baskets of services will be subject to a price cap and 

certain other pricing rules. Basket 1 consists of Basic/Essential/Non-Competitive 

Services. The services in this basket are identified in Exhibit C to the Settlement 

Agreement. Basket 2 consists of wholesale services. The services in this 

basket are identified in Exhibit D to the Agreement. Basket 3 consists of flexibly 

priced competitive services. The services contained in this basket are identified 

in Exhibit E to the Agreement. 

WHAT TERMS AND CONDITIONS APPLY TO BASKET 1 SERVICES UNDER 

THE PRICE PLAN? 

Basket 1 consists of services that have been described as Basic/Essential/ 

Noncompetitive Services. Under the Price Plan, certain basic services in Basket 

1 are capped at their initial levels throughout the initial term of the Plan. The 

services that are capped at their initial levels are: flat rate residential, flat rate 

business, 2 & 4 party services, exchange zone increment charges, low use 
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option service, service stations service, telephone assistance programs, 

individual PBX Trunks, including features, Caller ID block, toll blocking, 900/976 

blocking and basic listing service. Rates for these services in Basket 1 may be 

reduced but they may not be increased during the term of the Plan. 

In addition to the price caps for this limited group of services, Basket 1 is subject 

to an overall price cap equal to the weighted average price level of all services 

contained in Basket 1. For each of the three years of the plan, that price cap is 

subject to possible reduction based on an “inflation minus productivity” indexing 

mechanism, subject to annual updates in the quantities of demand for each 

service. 

HOW DOES THE PRICE PLAN REGULATE BASKET 2 SERVICES? 

Basket 2 consists of wholesale services. Under federal law, most of these 

wholesale services are governed by their own specific pricing rules. For 

example, rates for unbundled network elements (UNEs) have been and will 

continue to be set by the Arizona Corporation Commission in consolidated cost 

dockets. The Federal Communications Commission has prescribed a total 

element long run incremental cost (TELRIC) methodology to be used in setting 

UNE rates and the Price Plan does not change the way UNE rates are set. 

Similarly, the avoided cost discount provided for under the Telecommunications 
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Act of 1996 will continue to be set by the Commission in separate proceedings. 

The Price Plan will not change the way that resale discounts are established. 

However, the Price Plan does provide for a change in rates for intrastate 

switched access, a service that has been included in Basket 2. Under the Price 

Plan, intrastate switched access rates will be reduced by $5 million per year for 

the duration of the initial term of the Plan. These $5 million decreases are 

intended to be revenue neutral and will be offset in the second and third year of 

the Price Plan by $5 million increases in the price cap applicable to Basket 3. 

- 

HOW ARE BASKET 3 SERVICES TREATED UNDER THE PRICE PLAN? 

Basket 3 consists of services that have been accorded pricing flexibility or have 

been determined by the Commission to be competitive under Commission Rule 

R14-2-1108. Basket 3 also includes new services and new service baskets 

offered by Qwest. Services in Basket 3 are subject to a price cap equal to 110% 

of the weighted average price level of all of the services in the Basket. 

UNDER THE PRICE PLAN, ARE THE SERVICES INCLUDED IN EACH BASKET 

FIXED? 

No. The Price Plan contemplates that, as competition develops in Arizona, 

services may be moved from Basket 1 to Basket 3. However, a Basket 1 
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service may be moved to Basket 3 only upon a showing that the criteria of 

Commission Rule R14-2-1108 have been met. Furthermore, Qwest is free to 

package Basket 1 and Basket 3 services together and such a package will be 

treated as a Basket 3 service. However, the Basket 1 service must continue to 

be offered as a stand-alone service in Basket 1 at the rate set in Basket 1. 

Further, Qwest must inform consumers of the continued availability of those 

services on a stand alone basis. 

ARE THERE ANY OTHER FEATURES OF THE PROPOSED SElTLEMENT OR 

PRICE PLAN THAT YOU WOULD LIKE TO DISCUSS? 

There are two other features that bear mention. First, while the Proposed 

Settlement gives Qwest flexibility to compete in the market place, the 

Commission will continue to make certain determinations provided for in its rules. 

For example, Commission Rule R14-2-1108 (regarding the classification of a 

service as competitive), Commission Rule R14-2-1109-A (setting a TSLRIC 

pricing floor for services), and Commission Rule R14-2-1109-C (prohibiting 

cross-subsidization of competitive services by non-competitive services) shall 

continue to apply. Second, the Proposed Settlement provides for certain 

reporting requirements which will permit the Commission to monitor the Price 

Plan while it is in effect and to determine at the end of the Price Plan’s initial term 

whether it should be renewed. 
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IS THE PROPOSED SElTLEMENT IN THE PUBLIC INTEREST? 

Yes. The Proposed Settlement represents a reasonable compromise between 

the positions of the parties and has advantages both for ratepayers and for 

Qwest. 

PLEASE DESCRIBE FURTHER HOW THE PROPOSED SElTLEMENT tS IN 

THE PUBLIC INTEREST? 

The Proposed Settlement serves the public interest in a number of ways. First, it 

benefits all residence and business customers by capping the rates that Qwest 

may charge for basic service. It also reduces the rates for installation of basic 

residence service and eliminates the initial charge to connect service in rural 

areas. Second, it limits the immediate rate increases to Directory Assistance 

and Analog Private Line service. Third, through the indexing mechanism, it 

provides the potential for reductions in the prices for services in Basket 1. 

Finally, it provides additional incentives for Qwest to meet existing service quality 

performance standards in Arizona. 

PLEASE DISCUSS THE BENEFITS ASSOCIATED WITH CAPPING THE RATES 

FOR BASIC RESIDENCE AND BUSINESS SERVICE? 

The current rates for basic residence and business service were last increased in 
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January of 1995, or nearly 6 years ago. Under the terms of the Proposed 

Settlement, these rates would be capped for 3 years, or until approximately 

January of the year 2004. This means that basic rates will not have increased in 

Arizona for a total of 9 years, which is a bargain by any measure. The cap on 

basic rates will provide customers with greater certainty in planning and 

budgeting for their basic service. 

PLEASE EXPLAIN THE NONRECURRING CHARGES THAT ARE BEING 

REDUCED. 

As part of the Proposed Settlement, Qwest has agreed to reduce the nonrecurring 

charge to install basic residence service from $46.50 to $35.00 and to eliminate 

the $53.30 nonrecurring zone connection charge that currently applies the first 

time service is established at a location outside of the base rate area. Therefore, 

not only will the monthly rates for basic service be capped for the term of the plan, 

but these reductions in nonrecurring rates will make it more affordable for 

customers to obtain service - especially in rural areas of the state. 

PLEASE DISCUSS THE INCREASES TO QWEST'S DIRECTORY ASSISTANCE 

AND PRIVATE LINE SERVICES? 

Under the terms of the Proposed Settlement, the only two services that will be 

increased at this time are Directory Assistance and Private Line Service, which are 
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both located in Basket 3 consisting of competitive, non basic, nonessential 

services. Qwest's Directory Assistance (DA) service was classified by the 

Commission as a competitive service in December of 1999. Under the Proposed 

Settlement, Qwest will bundle its Complete-a-Call service with DA service and offer 

the combined service for $.85. Currently Qwest charges $.47 for each DA call and 

an additional $.35 for Complete-a-Call service, which automatically connects a DA 

caller with the requested number. 

Under the Proposed Settlement, Private Line Service will be increased in 

aggregate by $1 3.7 million. Private Line Service is utilized primarily by businesses 

and carriers to provide dedicated service between two or more locations. The 

specific changes being proposed for Private Line service are included in 

Attachment B to the Proposed Settlement. 

Because DA service is both competitive and discretionary, and Private Line 

Service is primarily used by business customers, the increases in the Proposed 

Settlement will have minimal impact on residential customers. 

HOW DOES THE INDEXING MECHANISM OF THE PROPOSED SElTLEMENT 

PROVIDE POTENTIAL REDUCTIONS IN BASIC 1 SERVICES? 

The Proposed Settlement has been structured so that customers of Basket 1 
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services are guaranteed to realize a productivity benefit of 4.2%. If inflation is 

less than 4.2 % in any given year, then the weighted average price for services in 

Basket 1 will be reduced. If inflation is greater than or equal to 4.2%, then the 

weighted average price will be capped. 

WHAT INCENTIVES DOES THE PROPOSED SElTLEMENT PROVIDE FOR 

QWEST TO MEET EXISTING SERVICE QUALITY PERFORMANCE 

STANDARDS IN ARIZONA? 

The Proposed Settlement creates additional incentives for Qwest to improve its 

service quality. Section 5 of the Settlement Agreement provides that for any 

year in which Qwest becomes subject to penalties under two or more of the five 

categories defined in Section 2.6 of the Service Quality Plan Tariff, Qwest will 

pay a $2.00 for each residential and business access line in Arizona. This $2.00 

credit is in addition to any credits or penalties provided by the Service Quality 

Pian Tariff itself and further incents Qwest to improve service with respect to held 

orders, out of service repair, and access to its call centers. 

Qwest remains committed to improving its service quality and has made 

substantial progress this year to implement the service quality initiatives it 

committed to in the merger docket. The Proposed Settlement demonstrates 

further that Qwest is committed to provide quality service to its Arizona 
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customers. 

ARE THERE ANY ADDITIONAL RATEPAYER BENEFITS FROM THE 

SETTLEMENT? 

Yes. Qwest has also agreed to lower intrastate switched access rates by $ 5 

million in each year of the price plan. Assuming the interexchange carriers pass 

these reductions on to their customers, intrastate long distance rates should -go 

down. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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SETTLEMENT AG RE EMENT 

- *  

. Qu-~s; Corporation (Qwest) and the Arizona Corporation Commission Staff (Staff) 

(collectivel>. - -  the Parties”) hereby agee to a settlement (the “Agreement”) of the pending Qwest 

conditions. ircluding Attachments (A) through ( E )  appended hereto (hereinafter referred to as 

the Price Czi? Plan), are intended to resolve all Of the issLles among the Parties associated with 

the Rate Case. 

RECITALS 

WHEREAS, the Parties desirz to adopt this Agreement and Price Cap Plan’ for Qwest to 

create incenrives for Qwest to improve its efficiency, to provide new and innovative service 

offerings and 10 reduce the opportunity for cross-subsidization of competitive services by non- 

competitive services. 

%-‘HEREAS, by adopting the Price Cap Plan, the Parties intend to avoid the need for any 

general rate proceeding for the next three years, provide rate stability to Qwest’s Arizona 

consumers by capping rates for essential services and create an opportunity for Qwest’s 

customers to benefit from productivity improvements in the form of decreased rates. 

bHEREAS, the Parties agree that the price caps provided for in this Agreement will 

ensure that rat& for Qwest’s telecommunications services are based on the fair value of Qwest’s 

property devoted to the provision of intrastate tekcommunications services in Arizona and to 

result in the tsrablishment of just and reasonable rates for Qwest’s Arizona customers; and 
1 



1 
LL’HEFEAS, the Parties agree that nothing in this Agreement is intended to in any way 

restn’ct or modify the Commission’s cikent aL1thority or jurisdiction over Qwest as provided 

under Arizona law; and 
. .  

U*HEREAS, the Parties agree that this Settlement is in the public interest. 

TERMS 

1.  F-UR VALUE RATE BASE AND REASONABLE RATE OF RETURN. For 

ratemakinz purposes and in accordance wi th  the terms of  this Agreement, the Parties agree that 

the “fair value” of Qwest’s Arizona rate base for the test year ending December 31, 1999 (tile 

“Test Year”) is $1,446.0 million. For rateniakins purposes and in accordance with the terks of  

- this Ageement, the Parties agree that a reasonable return on the fair value of that rate base is 

9.61%. The Parties stipulate to the adoption of the foregoing fair value rate base and reasonable 

rate of return and agree that the resultant increased revenlie requirement, as identified in Section 

2 below, results in just and reasonable rates for Qwest. 

2. RECZXJE REOULREMENT DEFICIENCY. For ratemaking purposes and in 

accordance ui th  the terms of this Agreement, the Parties agree that Qwest’s jurisdictional 

revenue requirement deficiency is $42.9 million. 
-- 

3. The Parties agee that the revenue requirement set forth in Section 2 

above shall be recovered through (a) a combination of increases and decreases in rates for 

services reflected on Attachment B hereto to recover 17.6 million of Qwest’s Test Year 

KATE DESIGN. 

revenue requirement and (b) the opportunity for revenue from flexibly-priced services contained 

in Basket 3 of the Price Cap Plan discussed in Section 4 of this Agreement to recover 525.3 

million of  Q\\*est’s Test Year revenue requirement. The initial rates set forth on Attaclment B 

include rare adjustments based on Test Year revenue levels as follows: 



5 Million 
23.1 

13.7 
-5.0 

-7.9 

- 1  .j 

-1.9 

-2.3 

-0.2 

-0.2 

-0.2 

17.6 
25.3 

42.9 

Increase revenues from directory assistance rates 
whi‘ch shall be capped at I 0.83 per call for one 
year - .  
Increase in Private Line Services 
Reduction in htrastate Access Charges for First Year of 
Agreeinen t 
Reduction in Residential Basic SerJicc Somecumn,o 
Charyes from S 46.50 to I 35.00 
Revc‘iiiie Reduction from Basic Residential Service from 
Change in Lf-I Base Rate Area Boundaries 
Revenue Reduction from Basic Residential Service from 
Change in U-2 Base Rate Area Boundaries 
Elimination of Residential Non-recurring Zone Connection 
Charge 
Elimination of Business Non-Recumno Zone Comection 
Charge 
Revenue Reduction from Basic Business Service From 
Change in U-1 Base Rate Area Boundaries 
Revenue Reduction from Basic Business Service From 
Change in U-2 Base Rate Area Boundaries 

- 

: 

Overall Immediate Revenue Change 
Increase in available additional revenue in Basket 3 
services except directory assistance for one year 
Overall Net Revenue Change Authorized 

The Parties further agree that rates for Intrastate Switched Access Service shall be 

reduced at the start of the second year of the Price Cap Plan to cause an additional $ 5 million 

reduction in revenues fiom that service and reduced again at the start of the third year of the 

. 

Price Cap P l m  to cause an additional 5 5 million reduction in revenues. The Parties agree that 

the revenues available under the Cap for Basket 3 Services, as described in the next Section of 

. 

this Agreement, shall be increased by 5 5 million at the start of the second year of the Price Cap 

I Plan and an zdditional $ 5 million at the start of the third year of the Price Cap Plan to 

correspond on 3.revenue requirement basis to the reduction in access revenues. 

Thc Parties agree that Qwest’s Due Date Change Tariff and Start-up Package 

Elimination Tariff may be implemented lipon Commission approval of this .Agreement. The 



Parties also agree that all multi-party gades O r  residentid and business basic service should bt 

eliminated. The net effect of  the appioval of these tariffs and the elimination of multi-part) 

service-is to increase Qwest’s revenues by $247,556 and to require investment of approximatel) 

$4 million. These amounts are in addition to the amount set forth in section 2 as the change in 

. .  

revenue rtquirzment. 

4. PRICE CAP PLAN. The Parties agree to create a Price Cap Plan,cdescribed in this 

Section and .Anachments (A) through (E) appended hereto, as part of the resolution of the Rate 

Case. Ths term of the Price Cap Plan shall be three years from the effecrive date as specified in 

the Commission’s Order approving this Agreement and Price Cap Plan. The Parties agee  that 

the initiaI rates set forth on Attachment B and the flexibility for Basket 3 Services under the 

Price Cap Plan result in just and reasonable rates for Qwest’s Arizona intrastate operations. 

Upon approval of this Ageement by the Cornmission, Qwest will file its intrastate tariffs in 

accordance wirh this Agreement, which rates shall take effect as specified in the Commission’s 

order approving of this Agreement and Price Cap Plan. 

~ h +  Price Cap Plan creates three ‘:baskets” of services. Basket 1 consists of 

BasicEssential Non-Competitive Services. The services in Basket 1 are identified on 

Attachment . . _.- C to this Agreement. Basket 1 will be capped, using an “Inflation minus 

Productit-iry” indexing mechanism, subject to m u a I  updates in the quantity of demand as set 

forth on -Arrachment A. As a compromise to the respective positions of the parties, the 

productix-ip fx to r  (X) for the initial term OF the plan is set at 3.2%, which includes a 0.5% 

consumer dix-idznd. The productivity offset for each year of the initial term applied to the Price 

Index cap for Basket I shall be equal to (GDP-PI) - x, where zero is equal to or geater than 

“(GDP-PI) - S“. The parties agree to conduct studies and submit productivicv evidence in the 

P H NTr‘n E RG - -c 7”. :;67Y I 7. I 72 4 ’  
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scheduled r=~:i2~.v of the Plan’s initial term. Basket 2 consists of Wholesale Services. The 

senices in B E k e t  2 are identified on’Attachment D to this Agreement. Except as otherwise 

provided in irii j Agreement, services in Basket 2 will be capped at the IeveIs existing on the date 
. .  

. .  

of execution of this Agreement and will remain subject to the specific pricing rules for those 

services. z i :xpreted by the Commission and the courts. Basket 3 consists of Flexibly-pnced 

Comperi[i*.-z Sznices. The Services contained in this Basket are identified on Attachment E to 

this Agezmmt .  Basket 3 will be capped at an index, subject to annual updates in the quantity 

of demand. 7.vhich index will be calculated as set forth in subpart 4(c) of Attachment A. 

Notwithstandins, the additional revenue level for purposes of headroom in Basket 3, shall be 

capped at 525.3 million, on a test year basis, for the te rn  of the Price Cap Plan..’ Basket 3 will 

also be sub4iet; 10 an upward adjustment of $5 million per year in the second year of the Price 

Cap Plan and m additional S5 million per year in the third year of the Price Cap Plan to offset 

the annual reductions to intrastate switched access revenue under this Ageement. The details of 

the Price Cap Plan and the procedural mechanisms for the implementation of price changes 

under that P l m  are set forth on Attachment A to this Agreement. 

Kine months prior to the expiration of the- Price Cap Plan, Qwest will submit an 

application wich its recommendation for extension, or revision of the Price Cap Plan for review , 

by Staff. the Residential Utility Consumer Office (“RUCOy’) and the Commission. 

Application nil1 be available for review and comments by other interested parties. 

The 

The 

Application \\-ill include the following information: 

a. A detailed statement of pnce and revenue changes effected during the 

initial term of the Price Cap Plan; 



b. A s ta tepa  
.- 

of the aggegate investment a m  retirements in plant, and 

associated depreciation for the preceding calendar year; 

A statement of the operating income and return on investment for the 
. .  

C. 

preceding calendar year; 

Service quality comparative data during the initia 

Plan as specified by Staft and 

d. term of the Price Cap 

5.  Updated analysis of productivity data applicable to the Price Cap Plan. 

Staff may request and Qwest will provide, pllrsuant to A.R.S. 4 40-204, such other 

additional information as Staff determines necessary for the analysis of Qwest’s application. 

Staff a s e e s  10 withdraw its recommendation amxt-ning a plant modernization credit, subject to 

a review of Q.vest7s capital investment during the initial term of the Price Cap Plan, 

Rensn-a1 or modification of the Price Cap Plan at the end of the initial tern is subject to 

approval by h e  Commission. Until the Commission approves the Price Cap Plan, or orders a 

termination of the Plan after its term, the Plan shall continue in effect. 

The Parties further agree that if the Federal hnmunications Commission (“FCC”) or the 

Commission orders, adjusts or raises an assessment for the support of Universal Service durin,o 

the initial &rn of the Price Cap Plan, the recovery of that assessment is not subject to the 

provisions of the Price Cap Plan and Qwest may pass through that assessment in the form of a 

surcharas(s) - n-irhout filing a general rate case. PLny additional federal or state universal service 

funding received by Qwest will be considered an adjustment to the price caps established under 

this Plan. 

5. SERl‘ICE QUALITY CREDITS. TO ensure service quality during the initial term of the 

Price Cap Plan. the Parties agree that, for any year in which Qwst becomes subject to penalties 



under hvo or more of the five categories defined in Section 2.6 of  the Service Quality Plan Tariff 

[;.e., Section 2.6.1(E) through Szction 2.6.1(F)], additional credits shall be implemented after 

each of the initial three Price Cap Plan years i f  existing penalties are payable. Such additional 

credits shall rake the form of  one-time credits of  s2.00 for each residential and business access 

line in Arizona. Qwest shall issue these credits 110 later than March 31 of  the year in which the 

. .  

foreyoing Section 2.6 penalties are paid. The foregoins credits are additional to any credits and 

penalties provided by the Service Qiiaiity Plan Tariff. NO service quality penalties or credits 

shall be assessed during the initial term of the Price Cap Plan other than those provided for in the 

Service Quality Plan Tariff as modified by Decision NO. 62672 and in this Agreement,-except 

for any Lvholesale standards and penalties adopted in Docket No. T-00000B-97-0238 or in any 

other Commission proceeding addressing wholesale service quality standards or penalities. 

6. NOTICE TO CONSUMERS.’ Following Commission approval of the Settlement 

Agreement and Price Cap Plan, @est will provide, in two subsequent bills sent to Qwest’s 

Arizona consumers, information regarding the services for which rates and charges may change 

without Commission approval. The bill inserts shall also inform Qwest’s customers that essential 

basic senices which are part of any packaged offering remain available and can be obtained by 

the customer as a separate offering. The bill inserts ShaII a h  inform consumers that the Arizona * 

Corporation Commission remains the regulatory agency responsible for overseeing the terms, 

conditions. ratcs and quality of service provided by @vest and that complaints regarding any of 

Qwest’s rezulated services should be directed to the Commission’s Consumer Services Section. 

The bill inserts will be provided to Staff for its review and approval prior to being sent to 

consumers. In connection with the implementation of this Ageement. Qwest will prepare 



training materials for customer service representatives to use in interfacinz with customers in 

conjunction nith the implementation of ‘the Price Cap Plan. 
. .  

7 .  MORATORIUM ON AND PROCEEDNGS FOR FUTURE RATE NCREASES. The 

Parties a g e e  that no Party sliall file an application for or complaint seekins an adjustment in 

Qwest’s general rates and c h a r y s  that woiild be effective during the initial term of the Price Cap 

Plan (the “Rate Proceedins Ph.mtorium Period”). The Rate Proceedins Moratorium Period 

shall be extended for each additional period of extension or revision of the Price Cap Plan. 

8. CO>LhfISSION APPROVAL AND SEVERM31LITY.. Each provision of this Agreement 

is in consideration and support of all other provisions, and expressIy conditioned upon 

acceptance and approval by t k  Commission without material change. Unless the Parties to this 

Aseement otherwise agee, in the event that the h i m k s i o n  fails to accept and approve this 

Agreement according to its terms, then i t  shall be deemed withdrawn by the Parties and the 

Parties shall be free to pursue their respective positions in the Rate Case without prejudice. 

9. COMPROMISE. This Agreement represents the Parties’ mutual desire to compromise 

and settle disputed claims and issues regarding the prospective just and reasonable rate levels of 

Qwest in a manner consistent with the public interest and based upon the pre-filed testimony, and 

exhibits and the evidentiary record developed in the Rate Case. This Apeernent represents a . 

compromise of the positions of the Parties. Acceptance of this Aseement  is without prejudice 

-. 

. . 

to any position taken by any party in the Rate Case and none of the positions taken herein by any 

of the Parties may be referred to, cited or relied ripon by any other party in any fahion as 

precedent or otherwise in any proceeding before this Cornmission or any other reguIatory agency 



or b for Urt f law for any purpose exceF in furtherance of the purposes and results of 

this Agea ,rnent. 
. .  

10. PRIVILEGED AND CONFIDENTIAL COI\/IfiKJ"ICATIONS. All negotiations 

relating to or leading to this Ayreement are pnvileyed and confidential, and no party is bollnd by 

any position asserted in neyotiations, except to the extent expressly stated in chis Ageemen[. AS 

SLIch, evidznce of conduct or'staternents made in the c o m e  Of negotiation of this Ageement are 

not admissible as evidence in any proceeding before the commission, any other regulatory 

agencyoranycourt. 

1 1. COMPLETE AGREEMENT. This Agreement represents the complete agqeement of the 

Parties. There are no understandings or commitments other than those specifically set forth 

herein. Tne Parties acknowledge that this Agreement resolves all issues that were raised in the 

Rate Case and is a complete and total settlement between the Parties. 

12. SLTPORT AND DEFEND. Each Party will support and defend this -Agreement and any 

order entered by the Commission approving this Agreement before the Commission or other 

regulatory agency or before any court in which it may be at issue. 

13. APPEALS AND CHANGE OF LAW. The Parties hereto believe that the Settlement 

Agreement and Price Cap Plan provided for herein are hwful and consistent with the Arizona 

Constitution and case law interpreting the Arizona Constitution. If the Arizona courts sholtld 

ultimately find. in a final, nonappealable order, that the Price Cap Plan is unlawful, or there is 

other si-ipificant change in controlling federal and state law, Staff and Qm-est shaII review the 

order or chanzs in law. Further, Qwest shall have no obligation to rehnd revenues collected 
. .  



during the pc iod  of rime the Price Cap Plan is .in effect. If Staff and Qwest are unable to reach 

an agreerntnz on how to modify the Price Cap Plan, the Plan shall end, and the Commission shall 

determine c k  appropriate method of regulation for Qwest. 
. .  

DATED this 20th day of October, 2000. 

ARIZOS.4 CC>RPOEWTION COMMISSION 
UTILITIES DIVISION STAFF 

BY 

QWEST CORPORATION 

BY 
Teresa IJ-ahlert, h i zona  Vice-president 



d&g ~ e r i o d  of time the Price Cap Plan is in effect. If Staff and Qwcst are unable ro reach 

an agrement ozl how to modify the Pncd Cap Plan, the Plan shall end, and zhe Commksion shall 

determ&e rhe qpropriate method of regulation for Qwest. 
- .  

DATED rhis 2Orh day of  October, 2000. 

.GUZ OS-:* CO-9D0RATION COMMISSION 
UTILITES 3jlVISION STAFF 

BY: 
Debo& Scott, Director 

QWEST COR2OR4TION 

B 
Teresz W - z h l ~  Arizona Vice-Presidznt 
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Attachment A: 

Terms, Conditions and Operation of the Price Cap Plan 

Price Cap Plan . .  

1) Baskets 
a) Basket 1 : BasicEssential Non-competitive Services 
b) Basket 2: Wholesale Services 
c) Basket 3: Flexibly-Priced Competitive Services 

2) Basket 1 : BasicEssential Non-competitive Services 
a) A list of the individual services in Basket I is appended hereto as Attachment C. 
b) Cap on Basket 1 

i) The Arizona Corporation Commission (“Commission”) Staff recogiizes the 
advantages of an “Inflation minus Productivity” price cap index mechanism. 
Given the uncertainty of recent interpretations of Arizona law regarding rate 
increase mechanisms, for the initial three year term of the plan, the weighted 
average price level (or “Price Index”) of all services contained in Basket 1 is 
capped, using an “inflation minus productivity” indexing mechanism, subject 
to annual updates in the quantities of demand for each service. 

ii) The Productivity Offset, which is the X Factor in the formula in subpart 2 b) 
vi) below, shall be equal to 4.2 percent. 

iii) The measure of inflation used in the Price Cap Index mechanism is the annual 
percent change in the Gross Domestic Product Price Index (“GDP-PI”), using 
a seasonally-adjusted, chained price index, as calculated by the Department of 
Commerce. The percent change in the GDP-PI from the most recently 
available quarter and the same quarter from the previous year, shall be the 
basis for the calculation of inflation in the Price Cap Mechanism. The 
“Inflation minus Productivity” calculation shall be performed once annually 
on January 1st. 

iv) The “Inflation Minus Productivity” calculation shall be capped at zero and has 
no lower bound. Therefore, the Price Cap Index is capped at 1 .OO and has no ‘ 

lower bound. 

along with other required materials, productivity evidence for the past 2 years 
under price regulation. 

’ 

v) In the first quarter of the third year of the Price Cap Plan, Qwest shall fiIe, 

vi) The formula for the Price Index for Basket 1 is: 

1.00 + %AGDP-PI - X Factor 2 [SUM [PN*Qc] 1 / [SUM [Pc*Qc] ] 

The numerator of the Price Index of Basket 1 is the sum of the proposednew 
prices multiplied by the “current” quantities of demand. Current demand will 
be the quantities of demand &om the most recent year. Where price changes 
have not occurred, the current/existing price of the service is used. The 
denominator is the sum of existing prices multiplied by the “current” 
quantities of demand. Section (6) below details the data that Qwest shall 
provide to enable calculation and monitoring of the cap. 
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Attachment A: 
Terms, Conditions and Operation of the Price Cap Plan 

With each price change, Qwest must provide the existing and new price to 
Staff, as well as Qwest's calculation of the Price Index follbwing 
implementation of the price change. Staff will use the Price Cap Database to 
check Qwest's calculation. All p i c e  changes must be demonstrated to be 
within the cap. The Price Cap Index calculation will be cumulative in a gjven 
year. 

i) Certain Basic services are to be capped at their initial levels throughout the 
term of the Price Cap Plan. These service prices may be reduced as they are 
included in the calculation of the Basket 1 Price Index. These services are: 
flat rate residential; flat rate business; 2 & 4 p&ty service; exchange zone 
increment charges; low use option service; service stations service; telephone 
assistance programs; individual PBX Trunks, including features; Caller ID . 
block; toll blocking; 900/976 blocking; and basic listing service. 

ii) The remaining services in Basket 1 may increase or decrease within the band 
established by the Price Index. 

iii) Individual service prices within Basket 1, other than those services listed in 
subpart i) above, may increase no more than 25 percent within a year. 

iv) Individual service prices must exceed the service's Total Service Long Run 
Incremental Cost (" TSLRIC"), unless a different cost standard applicable to 
all telecommunications service providers is determined appropriate by the 
Commission. 

v) Changes to Terms and Conditions of services in Basket 1 shall be submitted to - 
the Commission for Staff review and approval. All services in this Basket 
shall be continued statewide at the tariffed rate, unless or until the 
Commission orders retail geographic rate de-averaging, or unless Qwest 
demonstrates a cost difference for a new service on which to base the price 
difference. Nothing in this Price Cap Plan shall preclude the Commission 
from deaveraging wholesale rates on a cost basis. 

vi) Price increases for services in this Basket require 30 day notice to the 
Cornmission by submission to Staff, and 30 days notice to consumers: 

c) Service Pricing Flexibility 

' 

3) Basket 2: Wholesale Services 
a) The services included in Basket 2 at the Price Cap Plan's inception include: 

Intrastate Canier Switched Access, Discounted Wholesale Offerings, Unbundled 
Network Element (UNE) Offerings, Wholesale services such as PAL, lines, and all 
other wholesale offerings unless specifically listed in Attachments C and E as 
included in either Basket 1 or 3. A list of wholesale services, with the exeption of 
UN'Es, included in Basket 2 at the Price Cap Plan's inception is contained in 
Attachment D. 

specific pricing rules and will continue to be governed by such rules, as 
interpreted by the Commission and the Courts, under this Price Cap Plan. 

b) Basket 2 consists of wholesale services many of which are governed by their own 
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Attachment A: 
Terms, Conditions and Operation of the Price Cap Plan 

UNEs and discounted Wholesaie Offerings are priced based on the provisions of 
the Telecommunications Act of 1996 (1 996 Act), FCC implementing regulations 
and Cornmission rules. 
An exception includes Intrastate Switched Access Services which are to be 
reduced by $5 million per year for the duration of the initial term of the Plan, with 
further reductions in Intrastate Switched Access Service rates taking place during 
any subsequent term of the Price Cap Plan with the objective of obtaining parity 
with interstate switched access rates. 
Service prices are capped for the term of the Price Cap Plan, or until the specific 
pricing rules are changed or the Commission determines that other prices are 
appropriate. 
New wholesale services are to be added to this Basket when those services are 
implemented. 
Nothing in this Price Cap Plan is intended to change or modify in any way the 
imputation requirements contained in A.A.C. R14-1-1310. 

4) Basket 3 f Flexibly-Priced Competitive Services 
a) This Basket includes only those services that have been accorded pricing 

flexibility or have been determined by the Commission to be competitive under 
A.A.C. R14-2-1108 , and new services and new service packages offered by 
Qwest. Any new services and new service packages offered by Qwest shall be 
subject to the prior review and approval of the Commission, as provided in 
subpart e) below. A list of services included in Basket 3 at the inception of this 
Price Cap Plan is appended hereto as Attachment E. 

b) The price cap for this Basket is the weighted average price level of all the. 
services in the Basket as calculated by the formula set forth in subpart c) 
following, subject to annual updates in quantities. Notwithstanding, the 
additional revenue level for purposes of headroom in Basket 3, shall be capped at 
$25.3 million, on a test year basis, for the term of the Price Cap Plan. The price 
cap will be adjusted upward $5 million in the second year of the Plan and an 
additional $5 million in the third year of the Plan, to reflect the switched access 
charge reductions in those years. 

c) The formula for the calculating the Price Index for Basket 3 is: 

1.0 2 [SUM (Pn * Qc)] / [SUM (1.10 * Pc * Qc)] 

The numerator is the sum of the proposednew prices multiplied by the “current” 
demand. Current demand will be demand from the most recent year. Where price 
changes have not occurred, the currentlexisting price of the service is used. The 
denominator is the sum of 110 percent of the existing prices multiplied by current 
demand. 

cap index, in both the numerator and denominator, at the end of the year in which 
they were introduced, to obtain actual experience with the service, so the 

’ 

d) New services and service packages shall be added to the calculation of the price 
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A ttac h e n  t A: 
Terms, Conditions and Operation of the Price Cap Plan 

r 
Basket X: (Dennminntor or Numerator of  Price Indes) 

Service 
Name Section Recent Price Demanded 

Tan tl‘ Date of Most Rice Quanhcy Revenue 

k) The Commission’s existing d e s  (A.A.C. R14-2-1109) which prohibit cross- 
subsidization of competitive services (Basket 3) by non-competitive services . 

_- (Baskets 1 and 2) shall continue to apply to all services offered by’the Company 
under this Price Cap Plan. 

1) Price changes to flexibly priced and competitive services contained in Basket 3 
shall comply with the requirements 0fA.A.C. R14-2-1109. 

5) h u a l  Filing of Price Cap Data 
a) Price Cap Database: For the first year of the Price Cap Plan, Qwest will file, in 

electronic form, an Excel spreadsheet that is a database of the prices and 
quantities of each service in Baskets I and 3. The spreadsheet will include the 
formula for calculating the index of Baskets 1 and 3. The spreadsheet format 
should enable the Staff to type in a price change and instantaneously observe the 
effect of the price change on the weighted average price level of the affected 
Basket. The data in the spreadsheet shall include the following columns for each 
Basket: - 

. 

. .  

This data will be fixed for calculation of the Price Index denominator at each 
service’s price at the beginning of the Price Cap year. A second set of this same 
data shall be included in the spreadsheet for each Basket and will be updated with 
each price change throughout the year, cumulatively, in order to calculate the 
Price hdex  numerator. The Index for the Basket is calculated as the ratio of the 
numerator data over the denominator data, as described above for each Basket. ’ 

The calculated Price hdex  for each Basket shall remain below the Basket’s 
assigned Price Cap in order for rate changes to be considered lawful upon filing. 
The spreadsheet shall be equipped with the formula that enables instantaneous 
verification that a price change by Qwest is within the prescribed cap. For the 
initial prices, it will suffice to establish the date of most recent price change at , 

01/01/2001 for all services, particularly if the last price change is unknown. For 
each subsequent year of the Price Cap Plan, the most recent price change may be 
recorded as 01/01/xx, to indicate the starting price for the service in year xx. 

b) The Price Cap Database shall be updated annually, reflecting end of year prices 
and quantities which represent existing prices and current quantities to be used in 
the next year of the plan. 

c) As individual price changes are filed, the Staff shall eiamine their effect on the _._ _ _ _  

affected Baskets’ Price Index, using the Price c a p  Database. If a price change 
results in a Price hdex  above the Cap, the price change does not comply with the 

’ 
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Attachment A: 
Terms, Conditions and Operation of the Price Cap Plan 

Plan and Staff may recommend rate reductions that should occur in order to meet 
the constraints’of the Cap. 

6) Renewal of the Price Cap Plan 

- .  

a) The Price Cap Plan shall have an initial term of three years at the end of which 
Qwest may propose to either: 
i) Renew the Price Cap Plan under the current terms and conditions; or 
ii) Renew the Price Cap Plan with proposed revisions. 

b) Qwest’s proposal shall be filed along with other monitoring information requested 
at the end of the first quarter of the third year of the Price Cap Plan. 

c) Whether and under what terms and conditions to renew the Price Cap Plan will be 
determined by negotiations among Staff, Qwest, and other parties subject to the 
Commission’s approval. Contested hearings on renewal of the plan may or may 
not occur depending on the disposition of negotiations among parties. Nothing 
herein, however, shall preclude any party from requesting a hearing on the 
Company’s proposal to renew the Price Cap Plan. Nothing herein shall affect the 
Conknission’s jurisdiction or authority to determine the most appropriate-form of 
regulation for Qwest at the end of the three year term of the Price Cap Plan, 
including termination of the Plan. 

7) Applicability of Commission Rules 

eliminate the application of current Commission rules and orders to Qwest. 
Unless expressly provided herein, this Price Cap Plan is not intended to alter or 
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Exhibit C 

PROPOSED SETTLEMENT 

TIMCODES 
1999 TEST YEAR 

BASKET 1 -- Non-Wholesale, Non Flexibly Priced Services 

  TIM CODE 
E5.1.6 
E5.2.1 
E5.2.2 
E5.2.4 
E5.2.4 
E5.2.4 
E5.2.4 
E5.2.5.A 
E5.2.5.A 
E5.2.5.D 
E5.2.5.E 
E5.2.8 
E5.3.4 
E5.4.3 
E5.4.4 
E5.4.5 
E5.4.8 
E5.4.9 

E5.4.11 
E5.4.15 
E5.4.16 
E5.6 
E5.7.1 
E5.7.7 
E5.2.6 
E5.3.3 

- E5.2.4 
E5.2.4 
E5.2.4 
E5.2.4 
E5.9.1 
E5.9.2 
E5.10 

. E9.2.1 
E9.2.5 
E9.4.4 
E l  0.3.2 
E l  0.4.1 
E l  0.4.3 

- E10.5.2 
E l  0.1 0.1 
E10.10.2 
E10.10.8 
E l  0.4.4 
E10.4.5 

E5.4.10 . 

TARIFF DESCRIPTION 
LOCAL SERVICE INCREMENTS BUS 
MEASURED SERVICE 
LOW USE OPTION SERVICE 
FIAT RATE SERVICE BUS 
FLAT RATE SERVICE BUS ZONE INCREMENT SHIFT 
FLAT RATE SERVICE RES 
FLAT RATE SERVICE RES ZONE INCREMENT SHIFT 
SERVICE STATIONS BUS 
SERVICE STATIONS RES 
SECRETARIAL ANSWERING SERVICE 

HOME BUSINESS LINE (HBL) SERVICE 

CUSTOM CALLING SERVICES 
MARKET EXPANSION LINE (MEL) SERVICE 
BASIC EXCHANGE ENHANCEMENT 
OPEN SWITCH INTERVAL PROTECTION (OSIP) 

US WEST CUSTOM RINGING SERVICE 
HUNTING SERVICE 
SINGLENUMBER SERVICE 
U S WEST FINDME SERVICE 
JOINT USER SERVICE 
LISTING SERVICES 
U S WEST CUSTOM NUMBER SERVICE 
TELEPHONE ASSISTANCE PROGRAMS ' 

FIAT RATE TRUNKS 

STAND-BY LINE SERVICE 

DIRECT-INWARD-DIALING (DID) SERVICE 

CALLER IDENTIFICATION - BULK 

. 

FIAT RATE RES -ADDITIONAL LINE 
FLAT RATE RES -ADDITIONAL LINE ZONE INCREMENT SHIFT 
FLAT RATE BUS -ADDITIONAL LINE 
FLAT RATE BUS -ADDITIONAL LINE ZONE INCREMENT SHIFT 

' 

PACKAGES ACCOCIATED WITH BASIC EXCHANGE SERVICE 
PACKAGES NOT ASSOCIATED WITH BASIC EXCHANGE SERVICE 
RESALBSHARING OF COMPANY SERVICES 
UNIVERSAL EMERGENCY NUMBER SERVICE-91 1 
EMERGENCY TRANSPORT BACKUP (ETB) 
UNIFORM CALL DISTRIBUTION 
CENTRAL OFFICE MAKE BUSYETOP HUNT 
CUSTO MN ET S ERVl C E 
BILLED NUMBER SCREENING (BNS) 
CODE BILLING 
MESSAGE DELIVERY SERVICE 
MESSAGE WAITING INDICATION 
DISASTER RECOVERY SERVICES 
TOLL RESTRICTION 
SCOOPLINE SERVICE ACCESS RESTRICTION . 

I 

Page 1 2:47 PM 10/20/00 



Exhibit C 

PROPOSED SETTLEMENT 

TIMCODES. 
1999 TEST YEAR 

BASKET 1 -- Non-Wholesale, Non Flexibly Priced Services 

TIMCODE TARIFF DESCRIPTION 
E10.4.6 900 SERVICE ACCESS RESTRICTION 
E10.4.7 
E105.10 
E15.1 
E l  5.3 
E l  05.1 OR 
E25.1 
E l  05.3.4 
E105.3.5 
E105.4.3 
E l  05.4.14 
E l  05.4.15 
E105.4.17 
E105.7.1 
E l  09.1.2 
E l  09.1.6 
E109.1.10 
E l  09.2.3 
E l  10.3.1 
E l  10.4.2 
E l  10.8 
E120.5 
E l  25.1 

BLOCKING FOR 1OXXX1+/1OXXXO11+ 
RESALE6HARING OF COMPANY SERVICES 
DIGITAL SWITCHED SERVICES (DSS) 
UNIFORM ACCESS SOLUTION SERVICE 
RESALWSHARING OF COMPANY SERVICES 
CUSTOMIZED SERVICES OF EQUIPMENT OR SERVICE ARRANGEME 

IDENTIFIED OUTWARD DIALING (IOD) 
CUSTOM CALLING SERVICES 
CUSTOM SOLUTIONS 
SINGLENUMBER SERVICE 
SELECT CALL ROUTING SERVICE 
LISTING SERVICES 
ELECTRONIC SWITCHING SYSTEM (ESS) SERVICE 
AIRPORT INTERCOMMUNICATING SERVICE 
OPTIONAL FEATURES 
EMERGENCY ALARM AND REPORTING SERVICE 
ARRANGEMENTS FOR NIGHT 
TOLL DIVERSION 
NETWORK CONNECTING ARRANGEMENTS 
800 PAGELINE SERVICE 
CUSTOMIZED SERVICES OF EQUIPMENT OR SERVICE ARRANGEME 

DI RECT-I N WARD-DIALING (DID) SERVICE 

. .  

Page 2 2:47 PM 10/20/00 



Exhibit D 

PROPOSED SETTLEMENT 

TIMCODES 
1999 TEST YEAR 

BASKET 2 -Wholesale Serviqs I 
LnMCODE TARIFF DESCRIPTION 
A3.8R CARRIER COMMON LINE ACCESS SERVICE . . ~  

E5.4.13 ANSWER SUPERVISION - LINE SIDE 
E557 
A6.8.1 

A6.8.3R 
A6.8.4 
A6.8.5R 
A9.6R 
A12.3.3 
A1 5.8 
E20.1 
E20.3 
E20.4 
E20.6 

~6 .8 .2  

PUBLIC ACCESS LINE SERVICE (PAL) 
SWITCHED TRANSPORT 
LOCAL SWITCHING 
MESSAGE UNIT CREDIT 
INTERCONNECTION CHARGE 
EQUAL ACCESS AND NETWORK RECONFIGURATION 

DIRECTORY ASSISTANCE SERVICE (WHOLESALE) 
ACCESS TESTING SERVICES 
COMMON CHANNEL SIGNALING NETWORK 
INTERCONNECTION 
WIDE AREA CALLING SERVICE 
500 ACCESS SERVICE 
INTERCONNECTION FOR TYPE 2 

Page 3 2:47 PM 10/20/00 
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Exhibit E 

PROPOSED SETTLEMENT 

TIMCODES 
1999 TEST YEAR 

BASKET 3 - Flexibly Priced Services 

TIMCODE TARIFF DESCRIPTION 
DIRECTORY ASSISTANCE SERVICE r c  - - CJ. I..L 

E l  4.2.1 
E14.3.1 
E14.4 
E15.3 
E15.4 
c5.4.7 
C6.2.1 
C6.2.3 
C6.2.4 
C6.2.6 
C6.2.8 
‘3.3.1 
C6.3.14 
C6.3.17 
C6.3.18 
C7.1.1 
C7.1.2 
C7.1.3 
C7.1.5R 
C9.1.7 
c9.1.10 
C9.1.13 
C9.1.16 
C9.1.17 
C9.1.18 
c9.4.5 
c9.5.3 
C9.8.2 
C10.10.4 
C10.14.1 
C10.14.2 
C13.3 
C13.4 
C15.2 
C106.2.5 
C106.3.1 
C109.1.7 
C109.1 .I 2 
C109.1.16 
E109.1.1 
K9.8.1 
K10.12.1 
K10.12.2 
Q4.3.2 
(24.4 ’ 

Q4.5 
. (24.6 

Q5.1.4 
(25.3 
(26.2.1 
Q6.2.2 
Q6.2.4 
Q6.2.5 
(26.2.6 
Q6.2.7 
Q6.2.8 
Q6.2.9. 
(26.2.10 
Q6.2.11 
(26.2.12 
(26.2.13 
Q6.2.14 
Q6.2.15 
Q7.9.1 

SINGLE LINE ISDN SERVICE 
PRIMARY RATE SERVICE 
INDIVIDUAL CASE ISDN SERVICE 
UNIFORM ACCESS SOLUTION SERVICE (CONTRACT BILLED) 

INTRACALL SERVICE 
INTEGRATED T-1 SERVICE 

TWO-POINT MESSAGE TELECOMMUNICATION SERVICE 
1-800 U S WEST CALLING SERVICE 

U S WEST COMPLETE-A-CALL SERVICE 
DIRECTORY ASSISTANCE SERVICE 

OPERATOR VERlFlCATlONllNTERRUPT SERVICE 
METROPOLITAN PREFERRED AREA CALLING SERVICE 
VOLUMN DISCOUNT 
GUARANTEED RATE CALLING CONNECTION 
CALLING CONNECTION PLANS 
OUTWARD WATS 
800 SERVICE 
800 SERVICELINE OPTION 
LARGE USER DISCT-OUTWARD WATS 
CUSTOMIZED CALL MANAGEMENT SERVICES/CENTRON I SERVICE 
OPTIONAL SERVICE FEATURES 
CENTRON CUSTOM SERVICE 
CENTREX PLUS SERVICE 
CENTREX 21 SERVICE 
CENTREX PRIME SERVICE 

SCOOPLINE SERVICE (SLS) 

TRAFFIC DATA REPORT SERVICE (TORS) 
CALL DATA COLLECTION AND TRANSMISSION SERVICE 
TRACKLINE PLUS SERVICE 
RESIDENCE PREMISES WIRE MAINTENANCE 
UNISTAR SERVICUU S WEST REPAIR COORDINATION SERVICE 
SWITCHNET 56 SERVICE 
SPECIAL REVERSED CHARGE LONG DISTANCE SERVICE 
METROPOLITAN PREFERRED AREA CALLING SERVICE 
CUSTOMIZED CALL MANAGEMENT SERVlCESlCENTRON I SERVICE 
CENTRON 6 AND CENTRON 30 SERVICE 
CENTREX PLUS SERVICE 

CENTREX SERVICE 
VERSANET SERVICE 
RESIDENCE VOICE MESSAGING SERVICE 

FACILITIES PROTECTION-SPECIAL FAC ROUTING 
PROTECTION SERVICE FOR HIGH VOLTAGE ENVIRONMENTS 

TELECOMMUNICATION SERVICE PRIORITY (TSP) SYSTEM 
RATE STABILIZED AND DISCOUNT PRICING 
CUSTOM SERVICE ARRANGEMENTS 

VOICE GRADE SERVICE 
LOCAL AREA DATA SERVICE (LADS) 
AUDIO SERVICE 

CENTRAL OFFICE - AUTOMATIC CALL DISTRIBUTION (CO-ACD) 

SCAN-ALERT SERVICE 

BUSINESS VOICE MESSAGING SERVICE 

COMMAN A LINK - NETWORK RECONFIGURATION SERVICE 

LOW-SPEED DATA SERVICE 

FOREIGN EXCHANGE SERVICE 
FOREIGN CENTRAL OFFICE SERVICE 
EXCHANGE SERVCIE EXTENSIONS 
TELEPHONE ANSWERING SERVICE 
DlGlCOM I 
DlGlCOM II 
SIMULTANEOUS VOICE DATA SERVICE 
U S WEST DS1 SERVICE 
U S WEST OS3 SERVICE 

SWITCHED TRANSPORT 
SELF-HEALING NETWORK SERVICE (SHNS) 

Page 4 2:47 PM 10/20/00 



Exhibit E 

I -  

PROPOSED SETTLEMENT 

TIMCODES 
1999 TEST YEAR 

BASKET 3 - Flexibly Priced Services 

TIMCOOE TARIFF DESCRIPTION 
(215.8 COMMON CHANNEL SIGNALING NETWORK (OS1 8 DS3) 
(221.4.1 
(2105.2.2 
(2105.2.3 
Q105.2.4 
Q105.2.9 
Q105.2.10 
Q105.2.13 
ACS104R 
ACS5R 
ACS7R 
ACS8.5.1 
ACS8R 
ACSSR 
SPEC.ASSM 

SWITCHED ACCESS SERVICE ( D S l &  DS3) 
SERIES 5000 CHANNELS 

LOCAL AREA DATA SERVICE (LADS) 
TELEPHONE ANSWERING SERVICE 
DATAPHONE DIGITAL SERVICE 
U S WEST DS1 SERVICE 
TRANSPARENT LAN SERVICE 
ADVANCED COMMUNICATION SERVICE FRAME RELAY 
ATM CELL RELAY SERVICE 
MEGASUBSCRIBER SERVICES 
MEGABIT SERVICES 
LAN SWITCHING SERVICE 
SPECIAL ASSEMBLY NOT TARIFFED 

DATAPHONE SELECT-A-STATION( DSAS) 



BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION OF 
U S WEST COMMUNICATIONS, INC., A 
COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE EARNINGS 

COMPANY FOR RATEMAKING PURPOSES, 
TO FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPPROVE RATE 
SCHEDULES DESIGNED TO DEVELOP SUCH 

1 
) 

OF THE COMPANY, THE FAIR VALUE OF THE ) DOCKET NO. T-01051B-99-0105 

AFFIDAVIT OF 
MAUREEN ARNOLD ) 

ss RETURN. 1:  
STATE OF ARIZONA 

COUNTY OF MARICOPA 

Maureen Arnold, of lawful age being first duly sworn, depose and states: 

1. My name is Maureen Arnold. I am Director - Regulatory Matters for Qwest 
I have caused to be filed written testimony and Corporation in Phoenix, Arizona. 

exhibits in support of settlement in Docket No. T-01051 B-99-0105. 

2. I hereby swear and affirm that my answers contained in the attached testimony to the 
questions therein propounded are true and correct to the best of my knowledge and 
belief. 

Further affiant sayeth not. . I 

Maureen Arnolh 

SUBSCRIBED AND SWORN to before me this 27th day of October, 2000. 

fY Notary Public 

My Commission Expires: y - / k - a v  
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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATER OF THE APPLICATION 
OF U S WEST COMMUNICATIONS, INC., 
A COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE 
EARNINGS OF THE COMPANY FOR 
RATEMAKING PURPOSES, TO FIX A 
JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPROVE 
RATE SCHEDULES DESIGNED TO 
DEVELOP SUCH RETURN 

) DOCKET NO. T-01051 B-99-0105 

) 

1 

TESTIMONY OF 

GEORGE REDDING 

ON 5EHALF OF 

QWEST CORPORATION 

OCTOBER 27,2000 
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7 A. 
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14 

15 

16 

17 Q. 

18 A. 

19 

20 

21 

22 

Arizona Corporation Commission 
Docket No. T-01051 B.99-0105 
Qwest Corporation 
Testimony of George Redding 
Page 1, October 27,2000 

PLEASE STATE YOUR NAME, TITLE, EMPLOYER AND ADDRESS, 

My name is George Redding. I am employed by Qwest Corporation (“Qwest” or 

the “Company”) as a Director - Regulatory Finance. My business address is 

1801 California, Denver, Colorado. 

PLEASE LIST YOUR QUALIFICATIONS AND EXPERIENCE. 

I have a Bachelor of Science in Business Administration degree from the 

University of Montana and a Juris Doctor from the University of Colorado. I hold 

both a CPA certificate in Montana as well as Membership in the Bar in Colorado. 

I have worked for Qwest since 1977 and have held a number of positions in 

Regulatory and Corporate Accounting. I have testified to financial matters before 

the Arizona Corporation Commission, the New Mexico Public Regulation 

Commission, the New Mexico State Corporation commission, the Colorado 

Public Utility Commission, the Public Service Commission of Utah and the Public 

Utility Commission of Idaho. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

My testimony will support the settlement agreement that has been reached in 

Docket No. T-1051 B-99-105 between the Company and the Staff of the Arizona 

Corporation Commission (“Staff”). It will address the derivation of the revenue 

requirement in the settlement and how the settlement satisfies the fair value 

requirements of the Arizona Constitution. 
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Arizona Corporation Commission 
Docket No. T-01051 B.99-0105 
Qwest Corporation 
Testimooy of George Redding 
Page 2, October 27,2000 

HAVE THE PARTIES ARRIVED AT A MUTUALLY AGREEABLE REVENUE 

REQUIREMENT? 

Yes, we have. We arrived at a revenue requirement by agreeing on the basic 

elements required under the Arizona Constitution as I understand them from a 

non-legal perspective. Namely, we have agreed on a fair value rate base, a fair 

rate of return to be applied to the fair value rate base, the level of income 

available from current operations and the resulting additional income and 

revenues required. 

WHAT IS THE ADDITIONAL REVENUE REQUIREMENT? 

It is $42.9M. 

WOULD YOU PLEASE ADDRESS THE FAIR VALUE RATE BASE? 

The fair value rate base has historically been comprised of 50% original cost and 

50% Replacement Cost New Less Depreciation (“RCND”). For purposes of this 

settlement we accepted Staff’s derivation of this fair value rate base of 

$1,445.8M. 

DID STAFF USE A DIFFERENT RCND METHODOLOGY THAN THAT USED 

BY THE COMPANY TO ARRIVE AT THE RCND PORTION OF THE FAIR 

VALUE RATE BASE? 
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Arizona Corporation Commission 
Docket No. T-01051 B.99-0105 
Qwest Corporation 
Testimony of George Redding 
Page 3, October 27,2000 

Yes, they did. My Exhibit GR-1 is an affidavit from Nancy Heller-Hughes, the 

Company’s RCND witness in Docket No. T-10516-99-105. In her affidavit, she 

acknowledges that the method used by Staff in their RCND calculations is an 

acceptable and reasonable method. Therefore, the Company agreed to Staff’s 

fair value rate base as being acceptable and fulfilling the requirements, as I 

understand them, of the Arizona Constitution to arrive at a fair value rate base. 

Only three parties, the Company, Staff and RUCO submitted fair value rate 

bases. in their testimony. The rate base used for the settlement is the lowest of 

these three fair value rate bases. 

WHAT IS THE NEXT ELEMENT? 

It is the rate of return to be applied to the fair value rate base. Again, the parties 

agreed to accept the rate of return used by Staff in their filings in Docket No. T- 

1051 B-99-105. 

HOW DID THE PARTIES ARRIVE AT THE INCOME AVAILABLE FROM 

CURRENT OPERATIONS? 

Again, this was a product of negotiations. In discussions related to issues, the 

parties generally followed the disposition of the issues in the last rate case, 

Docket No. E-1051-93-183. As Mr. Brosch, representing the Staff points out in 

his testimony, there were several adjustments discussed during the negotiations. 

They included the adjustments related to capitalized software, overheads 
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Testimony of George Redding 
Page 4, October 27,2000 

assigned to the sale of exchanges, incentive compensation and out of period 

wage and salary increases. These adjustments were either not at issue in 

Qwest’s last rate case or contrary to the outcome found by the Commission in 

the last proceeding. During the negotiations, both sides analyzed their positions 

relative to these adjustments. 

In the end, the parties agreed on two points. First, the parties agreed that the 

settlement should have no precedential value in any future proceeding. Second, 

in order to achieve this objective, the parties agreed to an income available from 

operations that was not based on a compellation of specific adjustments. 

Rather, it was the product of mutual agreement using the adjusted net operating 

income shown on the Staff’s Schedule A and approximately one half the value of 

the adjustments described above. ‘ 

Q. 

A. 

HOW WAS THE ADDITIONAL REVENUE REQUIREMENT CALCULATED? 

The difference between the total income required derived from application of the 

rate of return to the fair value rate base and the mutually agreed income 

available from current operations was calculated and multiplied by the income to 

revenue multiplier. This yielded the $42.9M additional revenue requirement. 

This calculation is shown in the table below: 
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Fair Value Rate Base (Staff, Schedule A) 

Rate of Return 

Total Income Required (Lnl"Ln2) 

Income Available from Current Operations 

(As Negotiated) 

Additional Income Required (Ln3-Ln4) 

Income to Revenue Multiplier (Staff 

Schedule A) 

Additional Revenue Required (Ln5*Ln6) 

$1,445.8M 

9.61 % 

$1 38.9M 

$I 13.7M 

$25.2M 

1.6995 

$42.9M 

DOES THE COMPANY BELIEVE THAT THE SETTLEMENT IS A 

REASONABLE COMPROMISE OF THE POSITIONS OF THE PARTIES? 

Yes, it does. Ms. Maureen Arnold discusses the public interest benefits of the 

settlement, the price cap plan and the impact on the various rates in her 

testimony. In terms of the revenue requirements advanced by the various 

parties in this case, the Company and the Staff believe that this settlement is a 

reasonable compromise of their positions on all of the various elements of the 

revenue requirement calculation. 

DOES THIS COMPLETE YOUR TESTIMONY? 

Yes, it does. 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATER OF THE APPLICATION 
OF U S WEST COMMUNICATIONS, INC., 
A COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE 
EARNINGS OF THE COMPANY FOR 
RATEMAKING PURPOSES, TO FIX A 
JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPROVE 
RATE SCHEDULES DESIGNED TO 
DEVELOP SUCH RETURN 
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George Redding Exhibit 

October 27,2000 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION OF 1 
U S WEST COMMUNICATIONS, INC., A ) 
COLORADO CORPORATION, FOR A 1 
HEARING TO DETERMINE THE EARNINGS ) 
OF THE COMPANY, THE FAIR VALUE OF THE ) DOCKET NO. T-01051B-99-0105 
COMPANY FOR RATEMAKING PURPOSES, ) 
TO FIX A JUST AND REASONABLE RATE OF ) 
RETURN THEREON, AND TO APPPROVE RATE 
SCHEDULES DESIGNED TO DEVELOP SUCH 1 
RETURN. 1 

) 
STATE OF WASHINGTON ) 

) 
COUNTY OF KING ) 

AFFIDAVIT OF 
NANCY HELLER ) 

ss 

iUGHES 

Nancy Heller Hughes, of lawful age being first duly sworn, depose and states: 

1. My name is Nancy Heller Hughes. I am a Senior Director of R. W. Beck, Inc., in 
Seattle, Washington. I have previously filed written direct, supplemental and 
rejoinder testimony and exhibits in support of Qwest Corporation in Docket 
No. T-01051 B-99-0105 regarding the Reproduction Cost New Less Depreciation 
(RCNLD) value of Qwest's Arizona plant in service. 

2. I have reviewed the direct testimony of William Dunkel filed on behalf of Staff 
regarding the RCNLD value of Qwest's plant in service as of December 31, 1999. 

3. The methods used by Qwest to estimate the RCNLD value and the method used 
by Staff are both acceptable methodologies to use in calculating the RCNLD 
value of Qwest's Arizona plant in service. 

4. The RCNLD value is a key component used to calculate the fair value rate base. 

5. The method used by Staff to calculate the RCNLD value of Qwest's Arizona plant 
in service as of December 31, 1999 is not unreasonable to use and would satisfy 
the constitutional requirements of the State of Arizona regarding fair value rate 
base. 



6. I hereby swear and affirm that the statements in this affidavit are true and correct 
to the best of my knowledge and belief. 

Further affiant sayeth not. 

SUBSCRIBED AND SWORN to before me this [b day of oc-&)&v;- 9 

2000. 

Notary Public residing at 
King County, Washington 

My Commission Expires: T t M  \q 



BEFORE THE ARIZONA CORPORATION COMMISSION * 

IN THE MATTER OF THE APPLICATION OF 
U S WEST COMMUNICATIONS, INC., A ) 
COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE EARNINGS ) 
OF THE COMPANY, THE FAIR VALUE OF THE ) DOCKET NO. T-l051B-99-105 
COMPANY FOR RATEMAKING PURPOSES, 1 
TO FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPPROVE RATE ) GEORGE REDDING 
SCHEDULES DESIGNED TO DEVELOP SUCH 

1 AFFIDAVIT OF 

ss RETURN. 1 :  
1 ~ 

STATE OF COLORADO 

COUNTY OF DENVER 

George'Redding, of lawful age being first duly sworn, depose and states: 

1. My name is George Redding. I am Director - Regulatory Finance of Qwest 
Corporation in Denver, Colorado. I have caused to be filed written direct 
testimony in support of settlement in support of Qwest in Docket No. T-01051 B- 
99-01 05 

2. I hereby swear and affirm that my answers contained in the attached testimony to 
the questions therein propounded are true and correct to the best of my 
knowledge and belief. 

Further affiant sayeth not. 



BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION OF 
U S WEST COMMUNICATIONS, INC., A 
COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE EARNINGS 
OF THE COMPANY, THE FAIR VALUE OF THE 
COMPANY FOR RATEMAKING PURPOSES, 
TO FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPPROVE RATE 
SCHEDULES DESIGNED TO DEVELOP SUCH 
RETURN. 

STATE OF COLORADO 

COUNTY OF DENVER 

1 
) 
) 
) 
1 

AFFIDAVIT OF 
) GEORGE REDDING 
1 
1 :  ss 

1 

DOCKET NO. T-I 051 B-99-105 

George Redding, of lawful age being first duly sworn, depose and states: 

1. 

2. 

My name is George Redding. I am Director - Regulatory Finance of Qwest 
Corporation in Denver, Colorado. I have caused to be filed written direct 
testimony in support of settlement in support of Qwest in Docket No. T-010519- 
99-01 05 

I hereby swear and affirm that my answers contained in the attached testimony to 
the questions therein propounded are true and correct to the best of my 
knowledge and belief. 

Further affiant sayeth not. 

ORN to before me this g b  ttt day of fl&~- , - -  

I ”, *I.,.... 


